International 
Marketing Information 
Series 


~. > 


Foreign Economic Trends 
and Their Implications 
for the United States 


SEPTEMBER 1983 
YEMEN ARAB REPUBLIC 


FET 83-068 
Frequency: Annual 
Supersedes: 82-059 


PREPARED BY 
AMERICAN EMBASSY SANAA 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual 
subscription, $90. Foreign mailing, $22.50 additional. Single copies, $1.75, available from Publications 
Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





aZeo 


| Key Economic Indicators: Yemen Arab Republic 
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Fy 80/81 Cy 1981 CY 1982 Cy 1983 


(Estimate) 


Income, Production, Employment 


GDP at 75/76 prices 

GDP per capita (in dollars 
at 75/76 prices and based 
on estimate of 8.5 million 
pop.) 


Indices: Percent of Labor 


Force Engaged In: 
Agriculture: 
Industry: 
Services: 2 
Emigrant Labor: 


Money and Prices 

Money Supply 

Interest Rates (Private 
Neposits) 


Balance of Payments and Trade 


Free Gold and Foreign Exchange 
Reserves 

External Public Debt (Disbursed 
and Undisbursed) 

Worker Remittances (Gross 
Receipts) 
(Net Receipts) 

Balance of Payments 

Balance of Trade 

Exports (largely biscuits, 
coffee, hides and skins) 

Imports (legal only) 

U.S. Share of Exports 

U.S. Share of Imports 

Main U.S. Exports: Machinery 
& Transportation Equipment, 
Foodstuffs 


NOTES: 


Yemen began using the calendar year as fiscal year in 1980. 
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948.9 
1668.5 


966.1 
773.6 
-326.1 

-1553.7 


9.5 
1749.7 
4.2% 
2.5% 


1535.9 


180.7 


2730.5 
7-12% 


547.4 
2174.1 


1172.3 
812.9 
-347.1 
-1702.5 


4.7 
1954.9 
10% 
1.9% 


An estimated 1 million Yemenis work outside Yemen. 
Includes remittances made in kind. 


All values are in US$ million and represent period average for 


Fy 80/81 (July through June). 
Exchange Rate: US$1 = YR 4.585 


Sources: 
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Data and projections provided by or are drawn from statistics 


of the Ministry of Finance, Central Planning Organization, 
Ministry of Economy and Industry, Central Bank of Yemen and 


the U.S. Department of Commerce. 





SUMMARY 


During 1982, the economy of the Yemen Arab Republic was char- 
acterized by continued sluggishness. The Central Bank of 
Yemen estimates that remittances received from the approxi- 
mately one million Yemeni workers abroad (about three-quarters 
in Saudi Arabia) totaled $1.2 billion; however, this figure 
includes, for the firsttime, an estimate of durable goods 
brought into the YAR by expatriate workers. The private sec- 
tor economy remains tied to high levels of consumption and 
relatively low levels of productivity. Many consumer items, 
such as four-wheel drive vehicles and video tape recorders, 
are brought in across Yemen's northern borders. Thus, while 
estimated official imports have remained fairly constant com- 
pared to 1981 figures, the level of total imports probably 
has increased. Foreign aid levels have remained static and 
prospects for increase are conditioned in part by the soft oil 
market. The combination of the decline in remittances and 
essentially constant foreign aid levels, has slowed the 
frenetic consumer activity of the 1970's. 


The YAR is one of the world's ten least developed nations. 

It also has the highest concentration of population on the 
Arabian peninsula. Development of the country is the primary 
economic goal of the government. However, in the absence of 
increased foreign aid, the Second Five-Year Plan drawn up in 
1982, is undergoing alenghty re-evaluation process which re- 
letes to the overall availability of capital for industrial 
Gevelopment. Additionally, the central government is dealing 
with a massive reconstruction and development effort in 
Dhamar Province, which was struck by an earthquake in Decem- 
ber, 1982. The effort in the earthquake-damaged region was 
originally estimated to involve $200 million per year for 
three years (perhaps as many as 40,000 private housing units 
will have to be built). The central government continues to 
place high priority on major developmental projects--electri- 
fication, road-building, health clinics, schools--and will 
concentrate on obtaining financing for such strategic items. 
However, the level of industrialization called for in the Plan 
relies substantially on the private sector. Small-scale 
projects will be largely in the hands of private business 
which will have to bear the full cost of such items as pre- 
investment and pre-feasibility studies. However, some soft 
loans will continue to be available. 


The political situation has stabilized in the last year. 
Insurgency in the southern part, a problem last year, has 
largely ended although some areas are still not safe for 





travel. The local business community shows an increasing 
confidence in the government and appears somewhat more willing 
to invest in capital projects in the YAR. 


Yemeni businessmen display a marked awareness ot the high 
quality of American technology. Items suci as mini-computers, 
micro-film processing units for small-t>medium sized offices 
and word-processing equipment are marketabie products, es- 
pecially in light of what local businessmen see as expanding 
private and government sectors. Some government offices, such 
as the Central Planning Organization, may install entirely new 
computer systems. American firms intexested in providing such 
small-scale technology to the YAR chould be prepared to pro- 
vide comprehensive training and maintenance either through 
their agents in the YAR or directly to prospective buyers of 
the equipment. 


Opportunities for American exporters of purely consumer items 
are more limited. The market for automobiles, home electronic 
goods (VTR's, televisions, stereo equipment, etc.) and other 
“luxury” goods has been virtually monopolized by European and 
Japanese firms. This is due to aggressive salesmanship on the 
part of these firms and because American goods are compara- 
tively more expensive. The lack of direct shipping connections 
between Yemeni and American ports creates greater delays and . 
higher costs and is a relevant factor in making many American 
goods noncompetitive. 


Investment opportunities exist in newly proposed private 
capital projects. These projects focus on import substitu- 
tion possibilities, such as snack-food manufacturing, dry-cell 
battery fabrication, garments and other small-scale schemes. 


Modern business practices are slowly increasing in Yemen. 
American businesses considering operations should take the 
time and effort to learn how to operate in Yemen. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Yemen remains heavily dependent on outside sources of income: 
foreign aid for economic development and the remittances from 
Yemeni workers to nourish the consumer market. The United 
States' AID program in FY ‘82 totalled $28 million. Other 
major foreign donors include Saudi Arabia, the Gulf states, 
Holland, Italy, West Germany and the UK. Although Arab oil 
state donors are experiencing difficulties related to the 
current soft oil market, Yemeni government officials still 
expect the levels of assistance from these donors to remain 





constant. The number of Yemeni workers abroad apparently is 
decreasing, although not precipitously. This reflects com- 
petition from cheaper east Asian labor and the slowdown in 
development projects in the Arab oil states. Cash remittances 
have decreased from a high of about $1.220 billion in FY 78/793 
the Central Bank figure for 1982--$1.2 billion--reflects the 
inclusion of unspecified quantities of remittances in kind for 
that year. 


Official imports have decreased, in part due to increased 
duties on certain imported goods, in particular vehicles (im- 
port duties now stand at ninety percent of the U.S. dollar 
value of all vehicles). Local businessmen are starting to 
import more capital goods such as large generators, irri- 
gation equipment, construction equipment and other essentially 
developmental items which have a lower customs duty (averaging 
five to ten percent) than "luxury" items. The decreasing 
market for consumer goods encourages local businessmen to con- 
sider capital projects which would substitute for some of 
Yemen's present imports. Businessmen interested in such pro- 
jects have expressed an increased confidence that the central 
government will be able to protect new local products through 
prohibitive tariffs on competing imports. Duties on imported 
raw materials are already eliminated under the investment law. 


New enterprises in Yemen will face obstacles. Labor costs 
remain high, reflecting wage competition with Peninsula oil 
states, despite a gradually decreasing demand for Yemeni 
workers in the Gulf and Saudi Arabia. Many new projects will 
rely on foreign construction labor, in particular contract 
labor from the Peoples' Republic of China. New manufacturing 
industries will have to contend with smuggling; the central 
government does not yet have the capability completely to 
halt the inflow of illegal goods, particularly of high value 
consumer items. 


According to the 1983 budget, the government projects expendi- 
tures of $1.9 billion supported by revenues of $1.19 billion. 
The resulting deficit of $710 million will be financed through 
borrowing from the Central Bank and by budgetary assistance 
from other governments, notably Saudi Arabia. However, the 
1983 budget does not reflect the expenses of reconstruction in 
Dhamar. As with the Second Five-Year Plan, the CY 1983 budget 
is being reviewed and revised. 


ASPECTS OF THE YEMENI ECONOMY 


Agriculture 


Agriculture remains the largest sector of the Yemeni economy, 
and gives Yemen its best chance to earn foreign exchange. 
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In late 1982, the government created a new, semi-public cor- 
poration to market agricultural products, first in Yemen's 
cities, and later to foreign markets. The long-range plan 
for the marketing corporation is to gather, pack, process, 
and sell Yemeni agricultural goods abrsad, prinarcily to Saudi 
Arabia. It is too early to assess results. 


The private sector recognizes that the agricultural sector 
presents opportunities for import substitution. Snack-food 
processing plants and tropical fruit plantations are two 
possibilities that have been raised. Such agribusiness pro- 
posals, together with a growing irrigation and water resources 
industry, may provide the basis for the creation of an in- 
dustrializing agricultural sector over the long term. 


Interest in poultry farming and processing remains high among 
Yemeni businessmen. Several poultry farms have begun produc=- 
tion, although there are as yet no local facilities for 
processing locally raised chickens. Imported frozen chickens 
are less expensive than local fresh birds, due to consumer 
preferences for fresh meat and Yemeni products in general, and 
to the high cost of imported feed and other inputs. 


Although agriculture is the most important sector of Yemen's 
economy, the bulk of production stems from subsistence farming 
with an output consisting mostly of grains; sorghum, millet, 
barley, corn and wheat. Except for the Tihama (the coastal 
plain) and several mountain plateaus inland, much of Yemen's 


arable land is concentrated in small terraces located on steep 
mountainsides. The Wadi Jawf region to the west of Sanaa has 
major possibilities for Yemen's future but is, at present, 
undeveloped. For the foreseeable future, Yemen will remain 

a net importer of foodstuffs. However, a few agricultural 
products, such as tomatoes, potatoes, and okra, may be pro- 
duced in sufficient quantities to sustain a local snack-food 
industry and to allow for limited exports to other parts of 
the Arabian peninsula. 


Much of Yemen's arable land is used for the production of 
qat. Qat is a swiftly growing shrub requiring little care. 
If chewed while still fresh, qat leaves produce a mild 
ampehtamine effect. The social life of Yemenis centers around 
chewing gat; commercial and government activity ceases every 
afternoon so that people can gather together to chew. Some 
experts claim that an average Yemeni may spend more than 

20 percent of his disposable income on gat. A $22 to $45 
daily expenditure for qat is not uncommon, making it Yemen's 
most lucrative crop. However, the ensuing profits have had 
an adverse effect on the country's balance of trade and 





ability to feed itself, as gat has supplanted other crops 
with foreign trade or food value, such as coffee and food 
grains. 


Most opportunities for American firms in the agricultural 
sector will be in providing small farm equipment, tools and 
basic irrigation equipment. The introduction of new irri- 
gation technology will require at least some technical service 
on the part of suppliers. 


Labor 


The labor situation in Yemen is paradoxical. Perhaps one 
million Yemeni workers are employed abroad, a fact which has 
forced employers in Yemen to compete with salaries offered in 
the Gulf and Saudi Arabia. While Yemeni workers are returning 
to Yemen, labor costs have remained high because the returnees, 
at this time, are going back to their village farms or opening 
their own shops and stores instead of entering the Yemeni 
labor market. 


Many Yemeni businesses rely on foreign labor (which leads to 
the situation of some of the remittances flowing into Yemen 
being offset by remittances flowing out), for example, Chinese 
contract labor from the People's Republic of China. Yemen 

law requires that fifty percent of an enterprises’ labor force 
be Yemeni; businessmen have some difficulty in adhering to 
this requirement. 


This situation may change slowly as more Yemeni migrant 
workers return home. However, most Yemeni migrants are un- 
skilled and wage rates for skilled and semi-skilled workers 
remain high. 


Industry and Commerce 


The private sector is in the forefront of industrial develop-~ 
ment. Although in the past the government was the chief 
instigator of industrial development, through the many projects 
called for in the Five-Year Plan, and the establishment of 
semi-public organizations designed to facilitate some indus- 
trialization, it is now more than willing to give the initiative 
to the private sector for small-scale industrial schemes. The 
government is concentrating its efforts on obtaining financihg 
for major development projects, such as the on-going elec- 
trification of the country and road construction. The Ras 
Katneeb power plant will be on line in about September of 1983, 
and construction of the Mokha power plant will begin soon. 

A major effort is now being made, with partial funding by IDA, 





to construct a distribution and control system to bring power 
to rural areas from the new 132 KV transmission lines running 
from the Ras Katneeb plant. 


The private sector is becoming more sophisticat2d in the 
selection and proposed scale of planned iniust¢rial projects. 
Needs have been identified-e.g., basic construction materials, 
import substitutes, food production, etc. The industrial Bank 
of Yemen, a semipublic investment institution funded by the 
Yemen government (capital as of April, 1983, was YR 100 million) 
and with access to soft loans from IDA and the Kuwait Fund for 
Arab Economic Development, has reported that requests for 
funding of small-scale projects have increased ten-fold over 
the last quarter of 1982. 


While businessmen will have to take increasing responsibility 
for training a labor force, identifying potential markets and 
obtaining financing, they also have great freedom in pursuing 
investment opportunities. 


Petrolcum and Minerals 


No commercially exploitable deposits of petroleum have been 
confirmed in Yemen. The Yemen-Hunt Oil Company has finished 
its seismic explorations in the Wadi Jawf region and the data 
are being analyzed. The Yemen Oil and Minerals Corporation 
(YOMINCO) is hopeful that test drilling will begin at an 
early date. The government is also attempting to find com- 
panies willing to follow up Shell Oil's exploration of the 
Tihama. Meanwhile, Yemen imports all of its petroleum needs. 
In 1982, a total of 472,883,981 liters of gasoline were 
officially imported by the YAR, mainly from Kuwait. Approx- 
imately another 140,000,000 liters were brought across the 
northern borders, according to YOMINCO estimates. 


Salt and gypsum are the only materials commercially exploited 
in Yemen today, although exploration for other mineral 
sources is continuing. YOMINCO believes that copper exists 
in commercial quantities; activity in copper mining has been 
confined to a medium-scale undertaking with Roumanian par- 
ticipation. 


Construction of a Red Sea (as-Salief) to Sanaa pipeline is 
scheduled to begin within the next six months under the super- 
vision of the French firm Omnium Technique des Transports par 
Pipelines. 





Ports and Transportation 


Hodeidah is the principal port of entry for ocean freight. 
While Hodeidah is well-equipped for the handling of freight, 
including a 30,000 MT grain elevator which came into full 
operation in 1982, the port's utility is limited by the 
harbor's draft. The government is planning a new port at 
as-Salief which will entail the construction of virtually 
everything from the ground up, including piers, a 50,000 MT 
grain elevator and access roads. As-Salief now has three 
piers, the most modern of which is used for loading salt. 


Of the new roads called for in the Second Five-Year Plan, the 
Bajil-Maabar road is beginning construction. The as-Salief- 
Sanaa pipeline will follow the course of this road for part 
of its route. The government has also made the construction 
of roads in the southern part of Yemen a priority since the 
end of the insurgency. 


Electrification 


The distribution of electricity throughout the country is a 
major goal of the government. Construction of a distribution 
system to rural areas and of a central control system in 
Sanaa will begin soon. The government is planning a third 
power plant for either Midi or as-Salief, although construc- 
tion of this proposed plant will not begin in this decade. 
All of the financing for electrification comes from inter- 
national sources. 


IMPLICATIONS FOR THE UNITED STATES - PROSPECTS FOR U.S. COMPANIES 


Despite problems noted above, important business opportunities 
are available for U.S. firms. Major projects, such as the 
construction of the grain facility at as-Salief (and smaller 
storage facilities throughout the YAR), the electrification 
project and the as-Salief-Sanaa pipeline will provide oppor- 
tunities for aggressive U.S. suppliers and subcontractors. 


Additionally, many of the smaller business ventures now being 
discussed will, if they come to fruition, require facilities 
on a turnkey and/or joint venture basis. Projects brought to 
the Industrial Bank of Yemen have included wire drawing and 
insulation plants, glass soft-drink bottle fabrication, farm- 
tools manufacture and book printing and binding. 


Until 1982, the Yemen wheat market had been completely 
supplied by Australia; however, Yemen has purchased all its 
wheat needs for 1983 from the U.S. under the Blended Credit 





Program. Because of this, interest among Yemeni businessmen 
has increased for all U.S. food products, including rice, 
sugar, flour and canned goods. However, this interest must 
take into account the YAR's need for medium-term supplier 
credits. Interest is high in joint venture fsoi ratailing 
operations. At present, most food items are sold in small, 
individually owned stores. There are no superm2rkets in the 
YAR in the U.S. sense of the term. 


Most American goods are expensive compared to items from Europe 
and elsewhere. The distance between Hodeidah and U.S. ports 
and the infrequency of shipping between the two countries 
creates delays and adds to the cost of J.S. goods. 


Agriculture presents a major opportunity for suppliers of 
small farm machines and equipment. The agri-business projects 
planned by Yemeni businesses will need equipment, technical 
services and training. Individual farmers are quick to adopt 
modern conveniences such as roto-tillers, threshers and solar 
water pumps which improve their production, although in the 
past the lack of sophistication on the part of small farmers 
has led to the importation of wholly inappropriate items. 


Investment Opportunities 


Interest in joint ventures with U.S. firms is growing. At 
present, there is some foreign involvement in all of Yemen's 
industrial projects, in the form of turn-key projects, equity 
participation and various maintenance and service contracts. 
Law Number 18 of 1975 is an extremely liberal investment law, 
providing for free expatriation of profits. Other concessions 
under this law, such as customs exemptions and tax holidays, 
are avdilable, but only if the Exemptions Committee is con- 
vinced of the economic benefits of a particular proposal. 


U.S. programs are available to assist U.S. firms investing in 
Yemen. The YAR signed an investment guarantee agreement in 
1972 which enabled the Overseas Private Investment Corporation 
to offer insurance, finance and investment guarantee programs 
to U.S. companies. The Export-Import Bank instituted a U.Se 
Contractor Guarantee Program in 1978. 


In addition to local commercial bank facilities, Yemeni busi- 
nesses planning joint ventures with U.S. firms have access to 
financing through the Industrial Bank of Yemen and the 
Agricultural Credit Bank. 





Special Conditions 


It is highly recommended that U.S. firms considering doing 
business in Yemen develop a strong working knowledge of the 
country, including its business customs. Yemeni businessmen 
are still learning modern business practices, despite the fact 
that some Yemeni businesses have been in operation since 1950 
or earlier (typically, the older companies began their opera- 
tions in Aden, South Yemen, then moved to the Yemen Arab 
Republic after the nationalization in South Yemen). Essen- 
tially, this requires that repesentatives of U.S. firms spend 
time in Yemen; only through the development of local business 
contacts and personal observation will the unique conditions 
and opportunities presented by Yemen be fully understood. In 
any case, all business transactions should be secured by an 
irrevocable letter of credit, even though most such trans- 
actions in Yemen are comparatively small. U.S. firms looking 
for multi-million dollar orders will be disappointed, but 
companies willing to search for orders of $10,000 to $500,000 
will get results. 


A commercial court system, based on western models, has 
existed in the YAR for the past few years, but its operation 
has been slow and cumbersome. Enforcement of its rulings is 
still problematical. When a business dispute arises, Yemenis 
still prefer to resort to the traditional arbitration method 
which involves presenting the case to a committee made up of 
representatives from the business community. 


There are opportunities in Yemen. With the exercise of common 
sense combined with careful study, these opportunities can be 
exploited by U.S. firms. With the increasing level of poli- 
cal and commercial sophistication in the country, including a 
slowly growing population of Yemenis trained in the US and 
having experience of US companies, ventures of all varieties 
will become more viable in the Yemen Arab Republic. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:523 








